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Traditional and Roth Individual Retirement Accounts (IRAs): A Primer
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Traditional and Roth Individual Retirement Accounts (IRAs): A Primer

Introduction

Individual RetiremeatdvAataegetds actbRAnYsatdhataxndi
couples) can esestdbmhidshfobo aed¢uimelmant . Depending
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IRAs were first authorized by the Employee Retir
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fectedtthbution limits in thesdemplkans (2170 thdeo
e limits to inflation, and (3) allowed for 1 nc¢c
catucBkont ributions. Among other provisR.olns, the
D80 made permanent the indexing of contributio
rect the Internal Revenue Service (IRS) to dert
mporarily abd¥¥owed dictt rddbmuttaiomst for charitable
de per Mahehlh3 By

e Setting Every Community up (fSoOECRRE iArcetme,nt Er
enacted as Division O of the FurP.hle.r9 JClotns ol i dat e
included mulrtelpatee drtoovilsRAsn.s The SECURE Act
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e repealed the maximum age at which individual:
I RAs ;

e increased the age at which required minimum
traditional IRAs must begin;

e treated tcueirttiaoinn fneolnl o ws hi p and fbpbrpend paymen
IRA contribution purposes;

e tr e a teexde Mdpatf f i ¢ u’lptayy noefn tcsarteo home healt hcare p
compensation for IRA contribution purposes;

e all owedf rpeeenacdaryl y withdrawals for qualifying
purposes; and

e modi fsiterdi bdut i1 on rul es for inherited IRAs.

This report tWdymefs IRAs thatt waodi videahdworkani c
I RAs and °RotldebkRAsSsbes the rules regarding eligil
I't also desdodritbedsora rted x rce me nAtp pse acwkiipxlgasi ncso nrt u li ébsu t

1 For more information on the tax treatment of retirement savings, including Individual Retirement Accounts (IRAs),
see U.S. Congress, Joint Committee on TaxaBoesent Law And Background Relating To The Tax Treatment Of
Retirement Savinggrepared byoint Committee on Taxation, 1 Zong., 29sess., April 13, 2012, JG32-12.

2 See also 26 U.S.®408 for traditional IRAs and 26 U.S.8408A for Roth IRAs.

3 There are also twiypes of IRAbased retirement plans available to small employ&girsplified Employee Pensions
(SERIRA) and Savings Incentive Matchdris for Employees (SIMPLERA). These are not discussed in this report.
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Traditional I RAs ’caornet rfiubnudteido nbsy, wwdhthdcehr. smEBlye be t a x
contributions accrue investment earnings 1in an a
income in retirement. Among the benefits of trad
which provide larger kBatesaffomiln mpgpowmuldet mg gierv e
account balances at retirement than 1f the mone.y
taxes are paid whBac dfiunnceosmea rtea xd irsattreisb vitne dr.et i r e m
t han dur iinfge ,wotrrka dhigt lonal I RA holders are 1likely
are withdrawn than when the i1income was earned.
Eligibility

Individuals who receive taxable ccBEmpmpbasiofi car
compensat i oens ,i nscalluadrei ewsa,g teimpd ,0 yane mmi s snicoms, snokhft
combat pay, and alimony (which i°Compeasadi ®sn ¢ on
also inocntudeen fellowship pawdnesttispd md i malyi md ndtusa [
used in the pursuit o) gmeckxdeuthhtitd forc uddgt ddctcamral
payments to homel iheeal, t hpcaayrmee nwosr kfeorrs t he addition
qualified fdbndrviaddabhs dwhodsodmcredmweo mmemsmet iomd y
sources cannot contribute to IRAs.
Contributions

di viduals may contribute either the
wer . In 2020, the annual contributt
subject to cldsntdiovfi dluiavisn g gaedj WBs0t so.l der
Il $du,p0 @kl nctaticohiti ons. For househo that f
i bute an amdsuntto teagqlu aclio engow atshdet bdpomtiplRee s pous e
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it gross cc
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butions) or the contribution 11 mi ($6, 00C¢C
, if 50 years or ol der ), whichever s 1l ower.
awiet mdbrta wn by tthha's deaxadme eadmsgi dered excess
ntributions afledx caerses scuobnptercitbCudtoitonni b %t i ons made
nuary 1 and April 15 may be desigmated for eit

-0 M 000 g — -
® OB ™®» O OB 0o B

4The SECURE ActR.L. 11694) repealed the maximum age at which individuals may contribute to IRAs. Prior to the
SECURE Act, individuals were not allowed to contribute to traditional IRAs after reaching age 70%.

5See IRSTax Topic Number 451Individual Retirement Arrangement&R@As) athttps://www.irs.gowaxtopicsic451
6 Sections 106 and 116 of the SECURE Act (Division ® &f 11694) addel these provisions.

726 U.S.C. 8415 requires the adjustments be made with procedures used to adjust Social Security benefit amounts. For
more information on Social Security adjustmentsGR& Report 9803, Social Security: Costf-Living Adjustments
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Because I RAs were intended pfommrs owerdk presn swiotnh ¢ wt sa
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butions greater than the contribut

8 Gold, silver, and platinum coins issued by the U.S. Treasury, and gold, silver, palladium, and platinum bullion are
permissible.

9 One advantage to placing pdak income in traditional IRAs is thatiastment earnings on nondeductible
contributions are not taxed until distributed.
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contributions. Wor ksheets for
A, Contributions to Individ%ual

Table 1. Deductibility of IRA Contributions for Individuals
Not Covered by a Retirement Plan at Work for 2019 and 2020

2019 Adjusted
Gross Income

2020 Adjusted Deduction

Filing Status Gross Income Allowed

Single, head dfousehold, qualifying widow(er), Any amount
or married filing jointly or separately with a
spouse who is not covered by a plan at work

Any amount Full deduction

Married filing jointly with a spouse who is
covered by a plan at work

$193,000 or less $196,000 or less full deduction

More than $193,000 More than $196,000 Partial
but less than but less than deduction
$203,000 $206,000

$203,000 or more  $206,000 or more  No deduction

Married filing separately with a spouse who is  Less than $10,000 Less than $10,000 Partial
covered by a plan atork deduction

$10,000 or more $10,000 or more No deduction

Source: IRS Publication 598, at http://www.irs.govypublicationgd590a/and2020 Limitations Adjusted As
Provided in Section 415(d), Bmtice 201959, at https://www.irs.goygubirs-drop/n-19-59.pdf

Table 2. Deductibility of IR A Contributions for Individuals
Covered by a Retirement Plan at Work for 2019 and 2020

2019 Adjusted
Gross Income

2020 Adjusted Deduction

Filing Status Gross Income Allowed

Single or head of househol $64,000 or less

More than $64,000 buless
than $74,000

$74,000 or more $75,000 or more
$103,000 or less $104,000 or less

More than $103,000 but less More than $104,000 but less Partial deduction
than$123,000 than $124,000

$123,000 or more $124,000 or more
Less than $10,000 Less than $10,000
$10,000 or more $10,000 or more

$65,000 or less

More than $65,000 but less  Partial deduction
than $75,000

Full deduction

No deduction

Married filing jointly or
qualifying widow(er)

Full deduction

No deduction
Married filing separately Partial deduction

No deduction

Source: IRS Publication 598, at http://www.irs.gowublicationgg590a/and2020 Limitations Adjusted As
Provided in Section 415(d), Bimtice 201959, at https://www.irs.goygubirs-drop/n-19-59.pdf

10The publication is\ailableon the Internal Revenue Service (IRS) websaitetp://www.irs.govpublicationgh590a
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Traditional and Roth Individual Retirement Accounts (IRAs): A Primer

Withdr awal s

Withdrawals from IRAs are subject to income tax
distributions are withdrawals made shicbfjerca ttlhoe a g
an additional 10% penalty.

To ensure that IRAs are used for retirement 1incoa
making withdrawals by April 1 of the year after
beginni'filfgh ed amti emjiomwmm at hat must be withdrawn (i.e.
distribution, or RMD) is calculated by dividing
preceding the dist'sibiufeoaxpygcthacyRAsowWnand in

B?”Al t@dlbufemales live longer on average than male

expectancy tables for m¥PRMBs amus tf etma lesc diove d hh
31 of each year. Failure to take tthhea RaMD r es ul t s
required to hav€ohmhgerwsdi suspbwmded % he RMD provi s
Beginning in 2007, distributions from IRAs after
qualified charities and excludededr@magriroabl e¢ncc
Distributions w®@s L Lmhd3¥ 4permanent 1in

Early Distributions

Early distributions are withdrawal-gusnta dlei kbee f or e
distributions —amafirteesutbjecagd ooffed@P%al 1income tax.
I RA funds for preretirement uses, mos®Thearly dis
early withdrawal ifetdletetf RAcogywommtgeapplhpn age 59
distributions

e occur if the individual is a beneficiary of

e occur 1if the 1ndividual is disabled;

e are in substantially equiallpiygmenpecoasacyt he

e are receivteidom firramsemmplrayment after the age

e are for unreimbursed medical expenses 1in exc.
age 65);

e are for medical insurance premiums 1in the ca:

11 Section 114 of the SECURE Act (Division ORL. 11694) modified the age at which individuals must begin
taking RMDs from 70% to 72. The provision applies to accoumeogwho turn age 70%2 on or after January 1, 2020.
12| ife expectancy is calculated differently depending on whether the account {igldesingle and an IRA
beneficiary,(2) has a spouse who is more than 10 years you(®)dras a spouse who is not more than 10 years
younger,(4) whose spouse is not the sole beneficiarybprs unmarried.

13 See, e.g., the Social Security Actuarial Life Tabldtats://www.ssa.gooactSTATStable4c6.htmlThe Supreme
Court ruled inArizona Governing Comm. vs. Norré63 U.S. 1073 (1983), that employmovided pension plans must
use unisex tables in calculating monthly annuity benefits. Citing this ruling, the IRS conistraeta unisex life
expectancy tables. See 26 U.&17(e)(3)(A)(ii).

14 Congress did not enact any of the proposals that were introduced to suspend the RMD in years after@B30. See
Report R40192Early Withdrawals and Required Minimum Distributions in Retirement Accounts: Issues for Congress
15SeeCRS In Focus IF1137Qualified Charitable Distributions from Individual Retirement AccoLfite SECURE

Act did not modify the age at which qualified charitable distributions can be.made

16 See 26 U.S.CB72(t).
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e aruesed for higher education expenses,;
e are used o bebhd] dbayfirst home up to a $10
e are used for expenses related to the qualifi
$5,000 withdrawal limit takg'n within one yea:
e occur 1f the inddaditdmadctisva detserafitsdar cRdgt c
2001 ;
e were di tributions to residents 1in areas aff
Wilma from arlbamdfdahls storimanuary 1, 2007;
e were distributions to residfitlhdesods ni mr2aG8 aff
from after the applicable disaster date and |
e were distributions to residents 1in areas af f
2017 on or af taemwrd Obcet foobreer IBe, ¢ e2mble’r 31, 2017,
e were distriebnuttsi oims atroe arse saifdd ect ed by Hurrican
Maria fr om a tloaunnddf atlhles sttoo rJmsnuary 1, 2019, or
e were distributions to residents 1in an area t
zone from J aiduwaaryys la,f tRefird 8Pth ko.Hc4h h 6
December 20, 2019.
Alt hemghy withdrawals from [IRAdi wrdupks mwitlklkdbaei
to the 10% taxmpenabhy afilehe ¢tbrgitions above.

‘hardehkicpgptiondrfter dpesnnalitbwytions from I RAs.

Rollovers

Rollovers are transfers of assets from one r1etir
original emps oxyrea . nRtold whvjeect to the 59% rule, t

1l imit. Roll overs can c¢omequfarloinf iterda driettii orneamle nlt R Apsl,
401(k) plans), deferred compensationnp)ans of st
tasxhel tered annuities (Section 403(b) plans), or
Roll overs can btoeusherord rinsassufeed sdiisrteecet 1l y t o i nd
then deposit the 1 ol mvdiiedrusa lisn thoa vter a6di tdiaoyma If r [oRnA s
distribution to make rollover contributions. Rol
considered taxable distributions and may be sub]j
addition, 1in class edi rwehcetrley irnedcieviivdenaa r ol lover, 20
tax purposesd0rhisrteccet ttrramsstfeeer s are mnot subject t
where individuals directly receive a rollover, t
wi hheld available from other sources to place 1ir
over within 60 days, the anobnoaomewithked dpasdabdoet

17 Section 113 of the SECURE Act (Division OR1. 11694) added this provision. This provision is effective for
distributions made after December 31, 2019.

18 A trusteeto-trustee transfer is a transfer of funds made directly between two financial institutions. The individual
does not take possession of thedsiiat any point.
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Rollovers Limited to One Per Year

A January X4 tU.dS.ciBaixon required that, in cert.
limited to a total of Reoeldelleaves upgrcyeadn fdhi:
bet ween two IRAs in which an indivieddahdsecaitves
a di fferent IRA wiotl lpoeyre@® da ymsi.t Talpep lames t o 1ol l
traditional ITIRAs or two Roth IRAs. I't does not e
I RA. The 1 imitatio#otdoest ereott raamplfy rtso (tdriwsetcetel y

institution to another) or r1tollovers from qualdif

DistribAteondraditi onaDed RN Owner

When the owner of an I RA dise sd,e sawmeartsehdi pb emaesfsi ecsi
nbeneficiary has besnentmed, Fodethel dtawdhas di
requirements depending on whether the new owner
o desi gpoautseed bseneficiary,

e designated nonspouse beneficiary,

e cligible desigmated beneficiary,

e nondesignated ¢ estate beneficiary.

Some distribution rules depend on whet her th I
date, the date on which distributions from t

foll owing thel RA aarwaiana hwehsi cthh et haege o f 7 2.

e
h e

Deisgnated Spouse Beneficiaries

A designated spouse beneficiary is allowed to (1
the accounts toownt her asdpiocuisoenal or Roth I RA or qual
401(k), 403(a), oAr03((D)) ,beort rdeSa7t(ebd asl aan;beneficia
owner (in this case, see the rules for eligible
beneficiary cannot take ownership of an inherite
inheritseidgnaRtAe defor the nonspouse beneficiary 1n
owner .

A spouse who takes ownership of an inherited tra
or her own life expectancy. A spoAser ashbetakhano
becoming a beneficiaRMDP. dhesspmwste hwmhve itso tthaeck es @l
chooses to be treated as beneficiary (rather tha
original owner would lhkaweprldaechdad adge h7 2.r aldhitsi or

19 SeeBobrow v. Commissionglr.C. Memo. 20141 (United States Tax Court 2014) hétips://www.ustaxcourt.gov/
UstcinOpOpinionViewer.aspx®=377. The couricase adressed a situation in which ardividual and his spouse
used the 6@lay rollover period to continuously move amounts from one IRA to another, thereby gaining access to
funds for an extended period of time. Prior to thesision, the IRS applieti¢ onerollover-peryear on an IRAby-

IRA basis.

20 Section 401 of SECURE Act (Division O BfL. 11694) modified distribution rules for designated beneficiaries of
accounbowners who die after December 31, 2019.
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Designated Nonspouse Beneficiaries

Under the SECURE Act, a designatewhdoaspefiser bern
December 31, 2019, mu s t distributldcahendatire ac
year followings tsheamncaflaghedaartd wmgdtehred] ess of whet h
original account owner dies before or after the
the frequency and tiand ntgheo faddoutmti bliu¢ d dmpl stoe d ow
period.

Eligible Designated Beneficiaries

The SECURE Act allowsgehor rateedgtoronsn td itghdl 20 d:«
whicheifdl)ud surviving s poewib] d@3) ntohe reachemdt t
of majority, (3) an individual who is disabled,
individual who is not more than 10 years youngert
designated benefici airbiuetsi ommasy ogveenre rtahleliyr traeknea idniisnt
rather than-yedhemaltea tAheni h®@r child of an accour
may calculate distributions based on his or her
maj oagl8@yif most states), at which point the r e m:
with@Gerars.

Nodesignated or Estate Beneficiaries

If the account owner dies before the required be
beneficiaryesora (t2r)u sdte saisgnbactne fi ci ary, the accoun

fiwveatheenr” WNadiecesi gnated and estate beneficiarie
distributions as 1f the account owhnkirn dfiiede bef or
years) . If the account owner dies after the r1requ
distributed at the same rate or faster than the
the distribution pediadco®ntasedecmxmpetctea ndeyc amaass o
death; life expectancy is r1reduced by one year fc
notancghe distribdesognntkbds bfaerfnonaries.

The distribution TraubBeesDiasrter isbuuntmaornisz efdrRoAm i nher it
ariencl utdexatblne income but are not subject to the
individual ewhaon fRaMD switlol Sgadkxecr slel ¢ aixn odr tdhe amou
required to have been withdrawn.

In some cases, ['RAsthaivbatbomsfreiqairements t hat
t hose s unilhaabdliezFeodr ienx a lmpIlpd.,anamdolcRAnent s could requ
designated spouse or designated nonspaewmsde benefi
of t hyee affi ftthhe year fold odwvdamighulkd hRAaswnernt he ben
would not have the option to take tdhies’sIrRRAbut i ons
plan documetnhtey wipseeciisf ypossible to tak@Talbdlietribut
3. For example, a beneficiary yagr el ¢ct {1 oamgi s um
distribution). In such a case, the entire amount
year .
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Traditional and Roth Individual Retirement Accounts (IRAs): A Primer

Table 3. Inherited IRA Distribution Rules

Owner Dies Before Required
Beginning Date Owner Dies After Required Beginning Date

Treat as own, does not have to take

any distribution unti the age of 72, Treat as own, does not have to take any

. . N
. butis SUbJe_Ct to the 59+ rule, or distribution until the age of 72, but is subject to th
Designated Spoust Keep in decedent (591 mle or

Beneficiary distributions based on own life
expectancy. Distributionsainot have
to begin until decedent would have
turned 72.

Keep in decedentds nanmn
based on own life expectancy.

Designated
Nonspouse Take distributions within 10 years.
Beneficiary

Eligible Designatec

Beneficiaries Take distributions over the benef

Must distribute IRA assets at least as quickly as t
Must distribute all IRA assets by the owner had been taking them (i.e., take a yearly
end of the fifthyearof the year distibuion based on the ow
foll owing the | R/ birthdayinthe year of death, reduced by one for
each year after the year of death).

Nondesignated or
Estate Beneficiarie:

Source: 26 U.S.C. 801(a)(9) andP.L. 11694

Notes: The required beginning date is the date on which distributions from the account must begin. It is April 1
of the year following the year in which the owner of an IRA reaches the age of 72.

a. Aneligible designated beneficiary includesirviving spgse of the account owner (options for a spouse
aredes ri bed separately i n t heavhahasmbteached thdhage oncapriyu nt owner 0
(minor childdistributionsar e cal cul ated based on the chidrtdhads remai nin
the child reaches the age of majority, aftenich the 18year rule appliesgn individual who is disabled, a
chronically ill individual, and an individual who is not more than 10 years younger than the account owner.

Roth IRAs

Rot h I RAsorwiezreed abuyt t he Ta x pPa yle8 iReSThef kAgt do f fe9
bet ween traditional and Roth I RAs aretatxhat contr
fmds and qualified distributions are not 1include
free & taxes.

Eligibility and Contribution Limits

In contrast to traditional I RAsTabRbet t § RAhRe have
AGlast which individuals may make the maximum con
contributi on®Floirmietx ainypelmet,d vas e4dd0gWict h axpaymae o f

$90, 00c00o ntaryi bute $6, 000 in 2020. A similar taxpa

21 Roth IRAs are named for former Senator William Roth.

22|f warranted, the income limits are increased for-cddiving adjustmentsSee2019 Limitations Adjusted As
Provided in Section 415(d), et®Notice201883, at https://www.irs.gowubirs-droph-18-83.pdf and2020
Limitations Adjusted As Provided in Section 415(d), &totice 201959, at https://www.irs.govpubirs-droph-19-
59.pdf
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a reduced contribution |limit, whereas a taxpayert
contribute to a Roth IRA.

Like tradRatilobclofhA FRAut i1 ons must come from earne
contributions are subject to the 6% tax, and cor
may be designated for either the current year or

Table 4. Roth IRA Eligibility and Annual Contribution Limits for 2019 and 2020

2019 Modified 2020 Modified
Adjusted Gross 2019 Contribution Adjusted Gross 2020 Contribution
Filing Status Income (AGI) Limits Income (AGI) Limits

$6,000 (57,000 50 $6,000 ($7,000 if 50

Less than years or older) or Less than years or older) or AGI
Single, head of $122,000 AGI, ;/vr;lg:"he?ver IS $124,000 whichever is smaller

household, married

filing separately (and At least $122,000 At least $124,000

did not live with but less than Reduced contribution but less than Reduced contribution
spouse at any time $137,000 limit $139,000 limit
during the year)
$137,000 or . ) $139,000 or - )
more Ineligible to contribute more Ineligible to contribute
Married filing Reduced contribution Less than Reduced contribution
separately and lived ~ -€SS than $10,00¢ limit $10,000 limit

with spouse at any o . . .
time during the year ~ $10,000 or more  Ineligible to contribute $10,000 or more  Ineligible to contribute

$6,000 ($7,000 each i
50 and older) or AGI,
whichever is smaller

$6,000 ($7,000 each if
50 and older) or AGI,
whichever is smaller

Less than
$196,000

Less than
$193,000

Married f|||ng Jo|nt|y’ At IeaSt $193,000 At |east $196,000

Reduced contribution Reduced contribution

qualifyingvidow(er) but less than e but less than L
$203,000 limit $206,000 limit
$203,000 or Ineligible to contribute $206,000 or Ineligible to contribute
more more

Source: IRS Publication 598, available abttp://www.irs.gowublicationgg590a/and IRS News Release IR
2019179, athttps://www.irs.goviewsroomA01kcontribution-limit-increased4o-195006for-2020-catchup-limit-
risesto-6500Q

Notes: Individuals aged 50 and older can make additional $1,000-uptcbntributions Theadjusted gross
income QAGI) limit for eligibility has been adjusted for inflation since 2007irpégg in 2009, the traditional and
Roth IRA contribution limit has also been adjusted for inflation. A worksheet for computing reduced Roth IRA
contribution limits is provided in IRS Publication 580

Invest ment Options

Roth T RAs must cbhe wheesni gtnhaetye da raes sseut up. As with
set up through many financial institutions. Tr an
also prohibited within Roth IRAs.
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Conversions and Rollovers

Individuals may ttowadietritoaimRAhR Aes fl (RREMPtLoE Rot h
IRASince 2008, individuals have been able to r o
retirement plans to Roth IRAs. The amount of t he
Conversiomsutkctamea beea transfefer abygyamedesughati hg
as a Roth ITRA, or a rollover directly to the acc
Contributions
recharacteriz
rollovers to
I R%.

(not rollovers or conversions) mac
e d a sothhaevri ntgy pbee eonf nlaRdAe. tHoo wtehvee r , <c o
a Roth ITRA made during or after 201

Rolloveharudpply to traditional IRAs, including
apptloy hRoltRAs addiwmtiitcqhndr awals from a converted IRA
beginning of the year of conversion are mnonqual:i
penalt yNoquad ifhed "Biecttiniomutoiforshis report).

Takree withdrawals from one Roth ITRA transferred
completed within 60 days.tRpbtsowéErsRAs omr Robohe inf
sponsored retirement plans are not allowed.

Withdr awal s

The thmpeRsot hdi RAributiosowdf aegu( hy cotmetrnbutions,
distributions, and (3) nonquuaflifbetdi dnstandbuquaohk
distributions are not included as part of taxabl
Return of Regular Contributions

Rot hdiRAritthwtti amse a return of regular contribut
original contributitemsa,blar @ nceoimteh entori malby decd it

Qualified Distributions

Qualified distributions, which include earnings
foll owing:

e they are madeaaftpemr itohde bfeigvenning with the fi
which a Roth ITRA contribution was made, and

23 Simplified Employee Pensions (SERA) and Savings Incentive Match Plans for Employees (SIMIRA) are
employersponsored IRAs available to smathployers SIMPLEIRAs may be rolled over after two yeaPsior to
January 1, 2010, only individuals with income under specified thresholds were eligible to make conversions from
traditional to Roth IRAsSThe Tax Increase Prevention and Reconciliationdd@005 (TIPRAP.L. 109222

eliminated the income thresholds.

24 A provision inP.L. 11597 (a budget reconciliation bill that was originally called the Tax Cuts and Jobs Act)

repealed a special rule that allowed conversions and rollovers to be recharacterized. Prior to the repeal of the special

rule, an individual could have rolled amoufrtsm a traditional IRA to a Roth IRA and then, prior to the due date of

t he 1 ndi wturd,coult have transferréae assets back to a traditional IRA. In cer@mumstances, this

could have a beneficial eMffect on an individual’s taxable
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[

on or after the age of 59%; be
r 1 d

t
o deat h; or to purchase, bui
1

Nogualified Distributions

Distributions that are neither returns of regule
considereddnomgubittiforsd. A 10% penalty applies t
one of the exceptions 1n &nms UarSe Ci.de§n7t2i(ctal atpo Itihe
listeddfetrebmimydnrsaditional [ RAs. Although i1indi-
I RAs from which withdrawals c¢can be made, for t ax
assumed to bowmage ormetrhe foll

1. the return of regular contributions,
2. conversion con-idiibuti bansien anflirst
3. earnings on contributions.
The taxable portion of any nonqualified distribrt

included im.t AAx awvblrk sthemedmi s a v aB Itaob Idee tienr ndiRnSe Ptubhl
taxable portion of nonqualified distributions.

DistribAitieonRoth '4d RRe Owh e r

ThRot h’sIl RAi ginal owner nRIMR s( annod thhaevree ft oor et,a khea sa n
bemgning date)iniFtoi dlo wasm gdb a ahfiedh tohwtnleRrA bene ficiary
anRMD using the same rtrules that apply to traditi
before the required beginning date

Distributions IfRAsm aireh egeinerda IRloyt hf ree of i ncome
subject to taxwsaeiiefs tbheef oRroet ht hyR Aern dp eorfi o dl )b e ghien nf
with the first taxable year for whiclyearcontribu
period starting with the year of a conversion fr
distributions are “Naqgualeflied "DPesctniomadifon htile r e

Retirement Savings Contributi

The Economic¢c Growth and TaxPREIIlfa@it Rocozeidl aatio
nonrefundable tax c,re00 ti foff iulpf agw efllj, Pi0ObOL, e roern ddi2wm
who contribute ¢dpod RAsedrr etmipd oment plans. The R
Contribution Credit,s aC@dotreferradatddi as onhe¢ oS a1
contributions to tradspdmsnared RAsn soirom trhlean se.mpT o
reaittaxypuasyterbe @arkeodtd,t ©himg sHteh ad ef puel nbche n t

ome ons xteak g€ ur n, and have AGI 1 esTFahJ3heahorcertain
xample, individuals whoi maX®2 Gk, $Ra Wed 0i  RAme omft r
i

c
s
e
list their filing status as single wou’d be abl e

25The fiveyear period is not necessarily five calendar years. Contributions made from January 1 to April 15 could be
considered made in the previous tax year.

%For more infor mat i onCRS ImFocus 11858 hedRetitementSavingsiConiributioa e
Credit

Congressional Research Service 12



Traditional and Roth Individual Retirement Accounts (IRAs): A Primer

Table 5. Retirement Saving Contribution Credit Income Limits

for 2019 and 2020

Filing Status

2019 Income Limits

2020 Income Limits

Percentage Credit

Single, Married Filing Separately,

Qualifying Widow(er)

Head of Household

Married Filing Jointly

$1 to $19,250
$19,251 to $20,750
$20,751 to $32,000
more than $32,000

$1 to $28,875
$28,876 to $31,125
$31,126 to $48,000
more than $48,000

$1 to $38,500
$38,501 to $41,500
$41,501 to $64,000
more than $64,000

$1 to $19,500
$19,501 to $21,250
$21,251 to $32,500
more than $32,500

$1 to $29,250
$29,251 to $31,875
$31,876 to $48,750
more than $48,750

$1 to $39,000
$39,001 to $42,500
$42,501 to $65,000
more than $65,000

50%
20%
10%
0%
50%
20%
10%
0%
50%
20%
10%
0%

Source: IRS Publication 598, at http://www.irs.gowublicationgs590a/ IRS News Release-BR17-64, at
https://www.irs.goydubirs-drop/n-18-83.pdf and2020 Limitations Adjusted As Provided in Section 415(d), etc.

Notice 201959, at https://www.irs.goygubirs-drop/n-19-59.pdf

I RA Asset s,

Dat

s | on

and Contributions

Ta bdceont ai ns

According

Rot h

t o
.] MAs t he

I RA balah&trs

sponsored
y ¢ a rw hfi ocrh

from

fl owed

from

t he

welrli on.

dedy®@aonashetsndn
Investment

teontda lo ft r2a0dli8,i o34 1L 41 RAdHdlodbmde Rowedir e
t raditmpdmayler] RAs, m
pens i orne guollalro veebFnotrrt ikbxuat nip6t negmt hi en
such

Wit hin

Sour ces 0

traditional
Company

d aftuan dasr ef raovma irloalblloev)e, r s
contributions®lwerwrxaendowmlyghti$nl S8R o3tmhb rildRIAisw midms 2 0 1

and Ro
Institute, t

12a0t e s t

were $430. 8

contri buotm onosl 1(o%v2e2r F2 (b$i81. 161 obni )l 1ti hoann) . f

27 Generally, rollovers are tafxee distributions of assets from one retirement plan that are contributed to a second
retirement plan. Regular contributions are contributiorls B A s
income (subject to the rules of the particular type of IRA).

28 See the Investment Company Institute, The U.S. Retirement M@itked,Quarter 2019, Table 11, at
https://www.ici.orgfesearcthstatsrfetirement/
29 See the Investment Company Institute, The U.S. Retirement Matkied,Quarter 2019, Table 12, at
https://www.iciorgiresearchstatsrfetirement/

t hat ar e

ma d-er pdsitag m

individuals
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Table 6.Tr aditional and Roth IRAs: End of Year Assets
(in billions of dollars)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Ei‘l‘“ona' 3,257 3,941 4,340 4459 4,969 5828 6,225 6387 6,824 7,742 7,392
Roth IRAs 177 239 355 360 439 548 600 625 697 820 810

Source: The Congressional Research Service (CRS) using data from the Investment Company Institute, The U.S.
Retirement MarketThird Quarter 2019, Tablel0, athttps://www.ici.orghfo/ret_19 g3_data.xls

Ta b7laena b8per ovi de additional data onhouwWsAe ovindks.s hi
The data are from CRS analeys iFd nafitThehsee (SSUFF 6i .sS uar v e
triennial survey conducted on behalf of the Boar
contains detailed 1infor malt iosn tolme Ua Sa urthto usmd otl ydp
owned, the amount and types of debt owed, and de
t he househoITh e€@hESdi ss pbeaissieg n erde ptroe sbeen tnaatt ii wen ad fl yt h e
million U.S. households in 2016.

Tablceat egorizes IRAs by the amount in the accoun
61.2% have account bahandes# % halves actclhbaamt$ bGQA ,a b
or more.

Table 7. Distribution of Individual Retirement Account (IRA) Balances in 2016

Percentage of All U.S. Percentage of U.S. Households

Households with IRAs
No IRA 70.2% -
Accountbalance
$1 to $24,999 10.6% 35.6%
$25,000 to $49,999 3.7% 12.4%
$50,000 to $99,999 3.9% 13.2%
$100,000 to $249,999 5.5% 18.3%
$250,000 to $999,999 4.8% 16.1%
$1,000,000 to $2,499,999 1.1% 3.8%
$2,500,000 or more 0.2% 0.6%

Source: CRS analysis @016 Survey of Consumer Finances.

Notes: Analysis does not include households with Keogh accolaances represent the aggregate value of all
IRAs within a household.

30 More information on the Survey of Consumer Finances (SCF) is availattkp #www.federalreserve.gov/
econresdatatfiscfindex.htm

31 The SCF data and codebook are availabletas://www.federalreserve.g@agonresgcfindex.htm In the SCF, the

head of the household is the individual in a single household, the mateixedsex couple, or the older individual in

the case of a sansex coupleThe SCFodebook indicates that “no judgment about
households is implied by this organi zaerelypreflecisthe t he data” an
systematic way 1in which the data set has been organized.?”

32 The first figure is calculated by adding the percentages of U.S. households with IRAs with balances between $1 and

$99,999 (35.6% + 12.4% + 13.2% = 61.2%). The second figwadslated by adding the percentages with balances
of $1,000,000 or higher (3.8% + 0.6% = 4.4%).
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Ta b8per ovides
I RAs i.n 2016

The following

dat

a on

I RA ownership

dr dmbirmceg kte®K Amp@wme rss hi p

and

account b

e I n 22091.68 % of U. S. households had an IRA. Amon
I RAs, the median account balance ($52,000) w
account( $H2d la,nxk40 ) , which indicates that s ome
very large IRA account balances.

e Households were more likely to own IRAs as t
increased. The median and average account ba
of t heolhdo uisnechr e a s ed.

e The percentage of households with an IRA and
balances increased with the income of the ho
this finding are that (1) households with mo:
retement and (2) households with igher 1inco
in a defined contribution (DC) plan (like a
to ro#l over.

e Married households were more 1ikely to have
t reimedian and average account balances were
coul d tilmee I fuadlelboowihn g pouses in a married house
work histories, enabling both to save for r1e:
need |l ar gerngse th erccamesnet would be wus

savings f

or

living expenses 1in

tsmovipeopl e
i retirement

Table 8. Ownership and Account Balances for IRAs in 20 16

Percentage of U.S.
Households with

Median Account

Average Acc ount

Account Balance Balance

All Households 29.8% $52,000 $201,240
Age of the Head of the Household:

Younger than 35 15.0% $10,000 $19,672
35t0 44 26.7% $25,000 $63,888
45to 54 29.7% $48,000 $135,070
55 to 64 37.5% $80,000 $262,733
65 and older 38.0% $117,000 $313,785
Household Income:

Less than $30,000 8.7% $16,000 $54,430
$30,000 to $49,999 19.3% $31,700 $71,670
$50,000 to $74,999 28.7% $32,000 $116,001
$75,000 to $124,999 41.7% $39,500 $136,682
$125,000 or more 64.9% $140,000 $361,951

33 SeeCRS Report R4343%orker Participation in EmployeBponsored Pensions: A Fact Sheet
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Percentage of U.S.

Households with Median Account Average Acc ount
Account Balance Balance

Household Marital Status:
Married 36.3% $68,000 $236,711
Single 21.3% $32,000 $122,150
Race of the Head of the
Household:
White, non-Hispanic 37.1% $60,000 $212,818
Black/AfricaPAmerican 12.1% $15,000 $62,096
Hispanic 9.8% $14,000 $64,459
Otherb 32.1% $78,000 $283,407

Source: CRS analysis of the 2016 Survey of Consumer Finances.

Note: Median and average account balances are calculated using the aggregate value of all IRAs within
households that owned IRAs in 2016. Analysis does not indledseholds with Keogh accounts.

a. The SCFds question about race is only asked of the des
the designated respondent was the head of household.

b. A race of 0othero incl udes entfiedmsAsidre Artericanindian/Alaskad i cat ed t
Native, or Native Hawaiian/Pacific Islander, among others. The SCF combined these categories in the public
dataset.

Tab9aenHabll®escribe taxpayer contributidsns to trad
shown in the ntialbllicosn, momr ebMlatx,ph2yeed t o Roth I RAs
I RAs. Al most half of taxpayers who contributed t

contribution for their atghi rgd oasfp ,w havhpearoyerearsr i sbluit ghdt
Rot h nlaRdAes t h e ntarxii bifutm ocmo.n

Table 9. Contributions to Traditional IRAs in 2016

Average Contribution of Percentage of Taxpayers
Age Grou Number of Contributing Taxpayers Who Did Not Contributing the

9 P Taxpayers Contribute the Maximum Maximum Amount

Amount (%$5,500 or $6,500)
20 under 30 221,781 $1,518 33.2%
30 under 40 629,484 $1,804 46.7%
40 under 50 859,990 $2,007 48.7%
50 under 60 1,381,019 $2,589 48.5%
60 under 70%2 1,264,843 $2,732 53.4%
All age groups 4,362,119 $2,320 48.9%

Source: CRSAnalysis of Internal Revenue Service Statistics of Income 2016 Taft 3itamulation and
Distribution of Individual Retirement Arrangements (IRAable5.

341n 2016, the IRA contribution limit for individuals undage50 was $5,500. Individuals aged 50 ander could
contribute an adudp’™ icommtlr i$bly t0i0ddn ,“ caart ch6, 500 .
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Notes: The latest year for which data are available is 20E&payers under agg0 are included n t he oal | age
groupso6 category. I'n 2016, t he adebOAvasc$d,300. mdividuals aged501 i mi t f o
and older could contr i buuptée caonn tardidbiuttiioonna, | o$rl ,$060,05 000c.a tPcrhi or
IRAs did not grmit contributions after age 70¥Maximum contributions refeonly to taxpayers who contribute

the exact amount of the limit. The maximum contribution for taxpayers whose earned income falls below the

contribution limit is lower and is not captured in thiable

Table 10. Contributions to Roth IRAs in 2016

Average Contribution Percentage of Taxpayers

Age Group Numbe[r(;fxgg;érrisuting Oszixggxgzsu\i\éh&Eid iontributing the Maximum
Maximum Amount mount ($ 5,500 or $6,500)
20 under 30 1,017,169 $1,754 33.4%
30 under 40 1,565,034 $1,838 30.2%
40 under 50 1,292,640 $2,014 26.5%
50 under 60 1,441,486 $2,496 35.1%
60 under 70 933,987 $2,719 50.2%
70 or older 136,266 $2,732 54.7%
All age groups 6,454,422 $2,116 34.3%

Source: CRS Analysis of Internal Revenue Servicas$itzg of 2016 Income Tax Sté#ccumulation and
Distribution of Individual Retirement Arrangements (IRAable6.

Notes: The latest year for which data are availableis 20l6.x payer s under age 20 are inclu
groupso6 category. I'n 2016, t he agebOAvascsb,500. mdividuals aged501 i mi t f o
and older could contr i buuptée caonn tardidbiuttiioonnadonta®udiqr$d60, 05 000c. a t Mcahx i n
refer onlyto taxpayers who contribute the exact amount of the limit. The maximum contribution for taxpayers

whose earned income falls below the contribution limit is lower and is not captured in this table.
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Appendix.

Natur

As part
of Mexic

Qualified Distributions
al Di sasters

of the response to the 2005 hurricanes t
o ,p rCoovnegdr epsrso vaips i ons t hat exempted 1indivi

t he pleOn%a 1l t y for ea.r1GongRrAe swsi tahpdpraoviad d simil ar pr

the storms and flooding in certain Midwestern st
CalifornialWildhdreertaieZxl atrleadr disdstaelrlsy occurr
1, 2018. Following Hurricane Sandy in October 2¢(
certain requirements for chatdsbup idmns tpdiamst i dosw
was unable to exempt distributions from retireme
because such an exemption requires congressional
Qualified Distributions Related to Hui
anWi |l ma

In response to Hurricanes Katrina, Rit a, and Wil
Zone ActP.olf.-13)M095THKe act amendeCdodteh et ol natlelronwa Ir eRsei v
in areas affected by these stor msr eweh odissutfrfielr wtdi
up t $100, 000 from their retirement plans, incl
must have been srte 2edi, ve2d 0a5f t(eKra t Aui gnua ) , September

22, 005 (Wilma), and before January 1, 2007. Th
be reported as income either 1in the year Tecei Ve
made in May 2006, could have been reported as §1
Alternatively, part or all of the distribution c
three years of receiving theedistnibdtriusnta cAmaost
rollover (as 1f they were made directly from one

Qualified Distribhéi MndwRlet atanadDiteast e
Rel Ae £ a

In respo
t he Hear
Mi dwe st
incl udi
Emer gen
enacted
habeen r
area and
were 1de

=]

(@)
o <o ®» S

)

severe soeocms;redormadoenst ajamdMifd we
i sas(P.el.-3T4h3kI0 [Reewei ke fr eAscit d eonft s2 0Df8 s p
cbudseonpgenpl ty $100, 000 from the.d
tional and Rot hP.IJIRSs4L31 GThe s act wa
mzation Act of 2008. The bill a me
of the GPulLf.-1 AFp90oT It eu nd it syt rZiomwet iAc1t
after the date on which the Pre:
damuhrymlt h@0dd®dtes and the areas
o the provisHwmmsi domre s nKatvrdidma,l s

= — wn
o o

O h =T 8 = o3
Foceo=5g

- o

S
S
ce
be
nti

® 0« e Ko~

—Ro B~

and Wil ma.

35The disaster areas are limited to Arkansas, lllinois, Indiana, lowaasaMichigan, Minnesota, Missouri, Nebraska,

and Wisconsin.
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Qualified Distributions Related t

In response to Hurricanes Har vey, I r ma,

and
and Airport and Airwayl . &E}tlédhihe oacAcamefidedl?
aff

Revenue Code to allow residents in areas

o Hui

ari
(|
c

M
h
e €

=

to takdrpenadlityr ribwWtliOo s ounp tthe i$¥1 Rt irement pla

and Roth IRAs. The distributions must have
ember 4, 2017 (Irma), or September 16,

—

r iabrwtlilmvodnesd 1 n taxable 1ncome and can be

bee
201
repo

t

t

r three years. Alternatively, part or all of
within three years of receivingr rtelna edli tatsr iab dtriusr

stee rollover (as 1if they were made directly

Qualified Disetatdbdati onsh&® California YV
In response to the California wOl®&fLr-eA3A Hn 2017,
included a provision that amended the Internal [
for distributions up ton8ilpodl 00O&sifdencads vs danhses
the fires. The distributions must have been made
December 31, 201 7. The distributions are 1nclude
in the year recydarsd, oar overr ¢ thaied t hrough addit
retirement account within three yearosr.usAnmeoeunt s t
rollover (as 1f they were made directly from one
Qualifitaed bMitsiloantse dR t o 2018 and Later I
A provision in Division Q of the FPurLt.B@irl 6Cons ol i
allows fforre ep edninsdtaryi up to $100, 000 from retiremen
livearaaanhat haddeac Imarjeodr dfiesdaesrtaclrloyfilmom Jladtwary
the enactment of the 1é&Fheldisonibntdedsimbee 26,
taxable income and can be reported either 1in the
through additional contributions to a retirement
repaid are troauedesas rtohlelyp uweerree¢ amadief directly fr
institution to another). Anotthkaos prwha stiwmk ad 1 ov
distribution for the purposes of constructing or
unable to dossw®wo duecdmwmt rmai Wliuitse the amount of the
Hurricane Sandy Relief

In the case of Huorilieznel Sandy wans2phBsed that
individuals in areas affectendalbtyy tfhoirs enaartluyr awli tdhi
from I RAs or defined contribution retirement pla
defined contribution pembionsaf¥ralndivaduat s af

36 Under this law, lte California wildfires are excluded from the definition of a qualifying disaster.

37H.R. 2137 theHurricane Sandy Tax Relief Act of 20li&troduced by Representative Bill Pascrell on May 23,
2013,would have bottprovided an exemption to the 10% early withdrawal penalty for retirement account distributions
and eased requirements for loans from defem@dribution pensionfor those affeted by Hurricane Sandy in 2012
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The I RS eased requirememtar dos dhhfedamtdeyd ildy s Huwua b
2012Among the relief offereddDPlyatnt head hiRfi d hr Anmo
rely upon representations f rtoom tthhee neenepdl of yoere aonrd f
a hardshiprhdemsttridmtieoquire document @&@Then from t
IRS deldi et include an exemption from the 10% p:
59 %. Exemptions from the 10% penalty require cor
announcement, the I RS suspendedo tshues ppernodvi s i on t [
contribut)oasdt40308)Y kplans for the six months f

Aut hor Information

Elizabeth A. Myers
Analyst in Income Security

Acknowl edgment s

John Topoleski was the original author of this regéruma Sifre provided research assistance.

Discl ai mer

This document wagrepared by the Congressional Research Service (CRS). CRS serves as nonpartisan

shared staff to congressional committees and Members of Congress. It operates solely at the behest of and

under the direction of Congress. Information in a CRS Report shoulierrelied upon for purposes other

than public understanding of information that has been provided by CRS to Members of Congress in
connection with CRS’s institutional role. CRS Reports
subject to copyght protection in the United States. Any CRS Report may be reproduced and distributed in

its entirety without permission from CRS. However, as a CRS Report may include copyrighted images or

material from a third party, you may need to obtain the permmissithe copyright holder if you wish to

copy or otherwise use copyrighted material.

38 See 26 CFR 1.401(K).
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